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Key Judgments

Information available
a} of 3 April 1984

was used in this report.

Decisionmaking for
Soviet Oil Policy /

Current Soviet oil policy reflects the leadership’s awareness of the present

near stagnation of oil production and the uncertain outlook over the

balance of the decade. The policy has three basic, interrelated objectives:

« Maintaining energy self-sufficiency.

« Providing the major share of hard currency carnings through exports to
the West. .

« Meeting the demand for politically important exports to Eastern Europe.

The first objective is clearly most important and takes precederce in oil

policy decisions * -

To meet these goals, the leadership has developed a long-term strategy that
relies on increased efficiency, substitution of fuels, and conservation to
maintain—if not to increase—supply and hold down demand. Specifically,
the Soviets intend to:

» Acquire and assimilate new, more productive equipment for the oil
industry and more energy-efficient equipment for the balance of the
economy. Although they will continue to rely on imports to meet some
needs, sanctions by the United States have convinced Moscow of the need
to diversify its sources of supply and develop its own technological
capabilities.

Improve performance throughout the oil industry by introducing new
planning indicators and procedures, using new forms of labor organiza-
tion, and reorganizing the energy production bureaucracy.

Use traditional methods of exhortation to further their goals.

It will be very difficult, if not impossible, however, for Sovict leaders to
supply simultancously the oil nceded to meet all three objectives. Rapidly
rising investment costs and worsening operating conditions are likely to
lead to a gradual fall in oil production. Moreover, as in the past, the Soviet
leadership is likely to overestimate the possibilities for energy conservation
and interfucl substitution, while domestic demand for oil continues to rise.
Consequently, shortfalls in oil supply could develop that would disrupt the
domestic economy and squecze exports

m -Sdfﬁr—‘-
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Moscow's ability 1o meet its objectives will be constrained by the inherent
weaknesses in its planning and decisionmaking system:

« The Politburo and the Sccretariat have limited technical expertise in
cnergy matters, and unbiased advice on energy issues is a scarce
commodity. This situation was not helped by the death or retirement over
the past several years of several of the members most experienced in
cnergy matters.

Institutional conflicts exist between the ministries and the State Planning
Committee (Gosplan) over the sctting of plan targets. Furthermore,
responsibility for implementing oil policy at the ministry level is diffuscd
among organizations that often have conflicting goals and frequently fail
to coordinate their efforts, leading to waste and incfficiency.

« The system of central planning limits the willingness of the leadership to
usc prices, wages, and profits to encourage morce cfficient cnergy
production and use, and to improve the structure of rewards and
incentives that discourages innovation and encourages a predisposition to
mortgage the future in pursuit of short-term bencfits.

> The decisionmaking process funncls mundane decisions to the top,
diverting senior policymakers from long-term planning and often obscur-
tng emerging problemr

Soviet options are further constrained by such factors as competing
investment demands from key nonenergy sectors, the extent to which the
East European countrics could absorb further cuts in oil imports, the
vagaries of the world oil market, and the USSR's own fluctuating hard
currency requirements

Faced with these constraints, he creativity and flexibility of Soviet

decisionmakers will be strained as they try to manage the probable gap be-

tween oil supply and demand. They could try to cope with this problem by:

« Further centralizing oil policy decisionmaking at both the regional and
national levels.

» Making significant shifts in the structurce of investment both within and
outside the' energy sector. e e




. Adopung morc authoritarian measures to reduce domestic demand.
. Rlskmg lhc" l-'-f:al and economic cffects of further reducing oil exports

-

'-; to’Eas:t‘cm Eu'rppc.'
o Postpomngtsomc nonencrgy import plans
. oY

How cffccuvc hese measures would be depends both on the size of any
shortfalllbctwccn o:l supply and demand, and on how carly and accurately
“the lcadcrshlp pcrccxvcs the problem. The historical record suggests that
;thc Sowcts will'be slow to recognize major problems that will hinder
a((ammcnl of their oil policy objectives. This tardiness could force them to
react in'the future as they did in 1977, when a sharp, last-minute decision
to changc oil policy was made by the Politburo to sustain growth in West
Siberian’ oil production. The ability of top-level leaders to rapidly mobilize
and reallocate resources in response to major problems is an important
strength of the Soviet decisionmaking system. This type of policy action
cannot be frequently repeated, however, because of the disruptive consc-
quences it carries for the rest of the cconomy
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Preface

Neo

This paper builds upon an carlicr study C

p&]anuary 1979). It ditters from

tC carucr work 10 1 uenc uarrow focus oa oil cy and the less attention given

to ideatification of altcrnative strategics and their supporters, but provides more
detailed discussion on the cffectiveness of the decisionmaking process. These
differeaces reflect not only the different conceptual base for the present paper, but
also the changes that have occurred in the Sovict oil and cnergy situation during
the past five ycars. Among the most important factors have been:

* The ability of the Sovicts to bear the rapidly increasing costs required to
maintain and cven increase the output of oil in the face of tightened US
sanctions on oil equipment.

» The death or reticement of scveral top leaders with considerable cxpericnce in
cnergy matters as well as changes in the burcaucratic structure and system of
planning indicators and incentives for oil.

*» The appearance of an authoritative, long-tcrm encrgy progras
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Decisionmaking fo:
Soviet Oil Policy

| Introductioa

i':"Th'c' success of Soviet oil policy and the degree to

“-which oil policy decisions are smoothly integrated into

the broader political and cconomic environment de-
pend in part on the cffectiveness of the decisionmak-

-~ ing process itsclf. The importance of effective deci-
~sionmaking has incrcased as the sharc of oil in the

"Sovict cnergy balance and in Soviet hard currency
carnings has grown. [t became critical, however, in
the late 1970s as the leadership faced the prospect of
a decline in oil production, coupled with rapidly rising
production costs, during a period of slow economic
growth

This paper examines the relationship between the
Sovict decisionmaking process and oil policy. It exam-
ines the bureaucratic structure and operation of deci-
stonmaking for oil policy and identifies the underlying
abjectives of oil policy that influence Soviet decision-
making. It then analyzes the impact of the decision-
making process on the implementation of Soviet oil
policy for the 1980s and reviews constraints on the
decisionmaking system and the likely responses of the
decisionmaking process to looming problems in Sovict
oil polic:

The Decisionmaking App:ntllxs

Responsibility for the formulation, approval, and im-
plementation of Soviet oil policy is distributed among
a wide rangc of organizations and individuals within
the party-state burcaucracy (see figure and tables |
and 2). They are tied together in the decisionmaking
process by a complex nctwork that passes information
on policies and plans up and down a formal adminis-
trative hicrarchy. supplemented by a set of personal
and political relationships. These relationships include

= the interlockung directorate of party and government

Ot pulicy 13 defined broadly 1o encompass exploration, produr-~-
refining. distnbution, and comumpteon of ol and oil product

officials, as well as the ties of officials to their former
organizations and regions. For example, Boris Shcher-
bina, who was the head of the Ministry of Construc-
tion of Oil and Gas Industry Enterprises (Minnefie-
gazstroy) from 1973 until 1983, was party first
secretary in Tyumen' Oblast—a major center of oil
production—for 12 ycars prior to his appointment. In
addition, many decisionmakers at the highest levels
arc supported and influcnced by personal advisers and
outside specialists who have their own vested institu-
tional and carcer interests that tend to bias the
information they provide

Policy Formulation

Although formal authority for the approval of oil
policy rests with the Politburo, much of the formula-
tion actually occurs in the Secretariat of the Central
Committee, the Presidium of the Council of Minis-

“ters, and the State Planning Committee (Gosplan).

Thesc organizations monitor oil policy for the Politbu-
ro, providing it with a broad spectrum of information
and serving as high-level forums for discussions and
ncgotiations on altcrnate strategics. Like the Politbu-
ro, they have a national, integrative policy perspec-
tive. At this level, howzver, oii policy begins to take on
a scparatc idenuty from nerev policy as authoritative
spokesmen for it appear

The Council of Ministers and Gosplan, in particular,
havc rcady access to a high degree of expertise on

.encrgy matters and arc continually involved in the

cvaluation and adjustment of oil policy. Both organi-
zations have advisory staffs, the Referentura of the
Council of Ministers, and the State Experts’ Commis-
sion of Gosplan, to which they can turn. In addition,
cach has access o an cxtensive network of research
and design institutes, such as the Gosplan Institute of
Complex Fuel-Encrgy Problems (VNHKTEP) and the
Ol Ministry's top institute, the All-Union Institute
for Petrolcum Production. Two other important
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sources of information and advice are the Statc
Committee for Science and Techrnlogy (GKNT) and
the USSR Acadcmy of Sciences

The quality and objectivity of the advice reccived by
top-level decisionmakers from all these sources is
subject to much variation. For instance, the head of
the Academy of Sciences, Anatoliy Alcksandrov, in
his speeches and articles, has shown himself to be a
staunch promoter of nuclear power and his advice on
cnergy policy presumably reflects this propensity. In
similar fashion, Guriy Marchuk, the head of the
GKNT. has been a strong supporter of broad-based
development in Siberia, and he is probably inclined to
favor cnergy projects there over thosc in other regions.
1n addition, requests for information may frequently
be contracted out, often to individuals working in
institutes affiliated with interested ministries. The

Referentura, in particular, apparcently relies primarily
on such outside consultants, whose views arc probably

color~ *_\Z}lhc interests of the organizations they
serv

CPSU Secretariat. The Secretariat, supported partic-
ularly by the Heavy Industry and Power Department
of the Central Committec headed by Viadimir Dol-
gikh. has responsibility for monitoring and coordinat-
ing oil policy for the party. Dolgikh’s department used
to be known as the Heavy [ndustry Department. The
addition of the term “power™ to the title, which was
first noted in Trud in Scptember 1983, probably
reflects increased concern by top party leaders over
the USSR s cnergy policy. Although specific policy
options probably originate primarily in specialized
government. scientific, and acadecmic organizations.

(]
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Table 1
Key Decisionmakers for
Oil Policy Approval and Formulation

L.c;rcl ¢« Name Position

!-~- B Konstantin Chernenko
I kaolay Tikhonov

General Sfc_;c—t;ry cPsuU

Politburo member; Chair-
man of the Council of
Ministers

. Politburo member; First

. Deputy Chairman of the

. Council of Ministers; for-

: mer party boss of
Aurbauan

., Candidate member Politbu-

.+ ro; former Premicr of Rus-
sian Republic

.: Candidate member Politbu-
I ro; Party Secretary; head of
i Central Committee Heavy

t} Industry and Power

i Department

Candidate member Politbu-
ro; Premier of Russian
¥ Repubhc

2 chamm Dymshats

1. Geydar Aliyev

T - Mikhail Solomentsev

1-2 Vladimir Dolgikh

Vitaliy Vorotnikov §

1.2 -

it Deputy Chaumzn of Coun-

. { cil of Ministers; head of its

f Energy. Commission and In-
" i} terdepartmental Commis-

i <wz on Questions of Devel-
oping the West Siberian Oil
and Gas Complex
Deputy Chairman of Cor:y-
cil of Ministers, Cl.airman
of the State Committee for
Science and Technology.
former head of Siberian De-
partment of the Academy of
Scu:nm

. —G;n; Marchuk

S

2 Nii;lav; h;y&km Dcputy C.halrman Council
. of Ministers; Chairman
Siate Planning Committee:
L formff Oil Mimster
2 Arkadiy Lalayants Gosplan Deputy Chairman

Il"pf'Engf_gy Alfairs

Chief of Gosplan Petroleum
and Gas Industry
Department

Vlndlm" F;Ianovsk;y: -
Zenkov

"

+1 = approval; 2 = formulation

the Secrctariat has an important role to play in the
decisionmaking process. becausc those options must
be coordinated with the party apparatus before being
presented for Politburo review C

J th= Secretariat also
may become nvolved in resolving conflicts over re-
source allocation and plan fulfillment between Gos-
plan and the ministries.?

Presidium of the Council of Mlmsrer:. thm the
Prﬁldmm [ a5 " -

2 an Energy Commission was set up no tater
than the mid-1970s to bring those members with a
direct interest in energy problems into frequent con-
sultation and to give direction te energy policy. The
Commission probably is headed by Veniamin
Dymshits, the Deputy Chairman of the Council of
Ministers, who is primarily responsible for energy
questions, and includes the ministers of the energy-
production industries-—oil, gas, coal, and clectric
power—and the energy-related machine-building and
construction industries, as well as the chairmen of

Gosplan and the GKNT. *

The Energy Commission likely serves as an arena for
intensive negotiating over policy direction and alloca-

.‘llon of resources and as the primary source of recom-

mendations for ¢ cncrgy polxcy for the Councii of
Ministers as a whole. In this process, its members are
facsd with the difficult and sometimes inherently
contradictory task of balancing the vested interests of
their own ministries against broader national political,
economic, and social considerations.

To supplemént the efforts of the Energy Commission,
an Interdepartmental Commission on ( u.sions of
Developing the West Siberian Oil and Gas Complex,
also headed by Dymshits. was set up by the Council of
Ministers in 1981 to deal more directly with the
problems and needs of the USSR’s principal energy-
producing arca. For example, according to the Soviet
newspaper Sotsialisticheskaya industriya, in June
1983 it tasked several ministries to send representa-
tives to West Siberia to oversee improvement in the
construction of social infrastructure-—schools, hospi-
tals, housing-—and reprimanded officials of the Min-
istry of Power and Electrification (Minenergo) for
endangering the production goals of the Ministry of

‘ Regional party organizations perform similar monitoring and
oversight functions For example, the Party First Sccretary of
Tyumen Oblast. G P Bogomyakov. has been deeply involved in
the development of the West Siberian oif and gas ficlds.




“Table 2
‘Ministry-Level Organizations With
~Primary Responsibility for

Implementation of Oil Policy

Organization Rcsponslblhly

Locates new reserves 1o xupporl fulurc
producuon

Defines full cxlcn( of l'clds ldcnuﬁcd by
the Ministry of Geology: proposes plans
for ficld development including appropri-
ate technology; and designs and maintains
facilitics and cquipment for drilling ex-
traction, initial processing, storage, and
d:smbul)on of crude oal

Ministry oi’ Goology

Ministry of Petro-
feum Industry

Ministry 6( Gas

Raponnblc since 1978 for ol'fshorc cxplo—
Industry '

nuon and produchon

State Comm{ssion
for Usclu! Mincral
Reserves (GKZ)

Conﬁnm reserve estimates ol‘lhc Mmmry
of Geology and approves the ficld develop-
ment and production plans of the Ministry
of Petroleum Industry.

Ministry of Con-
siruction of il and
Gas Industry Enter-
priscs

Primary contractor for construction of oil-
ficld facilities and infrastructure, installa-
tion of equipment during oilficld
development, and laying of crude and
produc( pipclines.

Responsible for primary and sccondary
processing of crude oil into various kinds
of fucls, lubricants, und pclrochcmlcal
fcodsloclu

Plans Ihd monitors (hc dls(nbullon sup-
ply. and cconomical use of pc(rolcum
pfoducu

Ministry of Petro-
leum Refining and
Pctrochemical In-
dustry

State Committee for
the Supply of Petro-
Icum Produc\s

Negotiates and supcrwsa annual long-
term, and spot market contracts for crude
oil and petroleum products; arranges for
the reexport of oil received as payment in
kind: and is responsible for ncgotiations
for the purchase of foreign technology and
equipment, including turnkey plants.

meslry of Forcign
Treade

«fie’
|
/

Pectroleum Industry (Minnefteprom) by failing to pro-
vide adequate and reliable supplics of electricity to the
region. The cffectiveness of such edicts beyond the
short term, however, remains highly questionable,
since they do not alter the long-term operational
strategy of the ministrics :

State Planning Committee. Gosplan, although for-
mally subordinate to the Council of Ministers, cxerts
a powerful separate influence on the formulation of oil
policy through its cxtensive involvement in setting
plan targets and allocating resources. On the basis of
guidance from higher authorities (the Politburo, Scc-
retariat, and Presidium of the Council of Ministers),
Gosplan cstablishes final plan targets through a proc-
ess of ncgotiation with the responsible ministries. This
process may require several iterations of Gosplan
proposals and ministry counterproposals before agree-
ment is reached, reflecting differing objectives. In the
negotiation process, Gosplan attempts 1o set relatively
higher production targets than the ministries, which
try to establish relatively lower plan targets to ensure
bonuses for plan overfulfiliment. Overfulfiliment of
assigned targcets has a direct effect on the size of
bonuses received by mlmstry and cnlcrpnsc man-
agcrs According to 7

“ disputes between Gosplan and a ministry are
usually resolved in favor of the former. * :

In 1981, Gosplan's role in oil policy was cxpanded
with the formation of the Gosplan West Siberian
Interdepartmental Commission, which paraliels the
Council of Ministers Commission created at the same
time.’ 7 his commission is located in Tyumen’, the first
USSR Gosplan group to be located outside of Mos-
cow. Its assigned function is to act as a local project
manager for development of . the critical oil and gas
resources of the region by resolving conflicts and
promoting cooperation across ministerial and regional
boundaries. So far, however, according 1o its chair-
man and deputy chairman, the Gosplan commission
has cnjoyed only limited success. It must refer most
issues back to Moscow for resolution and, thus, lacks
genuine authority to challenge the control of cach
ministry over its own activities in the regior

e




Policy Approval: The Politburo

The Politburo, becausc of the breadth and complexity
of its responsibilities for all national policy, considers
oil policy most frequently within a larger context,
such as cncrgy or cconomic policy. Thus, the Politbu-
ro, at its weekly mecting on 8 ‘April’1983, examined
the draft of the new long-lcrm.’Enf:rgvy' Program for

thc USSR in which oil policy ﬁgurcd prominently, ¥

Thc tendency of the Sovict sysicm: )’ fu_nncl decisions
up the hicrarchy, howcvcr also requires “the Politburo
to spend time on morc mundanc rclatwcly minor
aspects of oil policy. For cxamplc. only' wo weeks
before the 8 April session, lhc Poll(buro rcvtcwcd the
problem of improving the supply of fucl ‘and lubri-
cants for farm tractors. This pracuc_c is typical of the
Soviet system and has the pol:c'nlial to overload, and

" thus weaken, the decisionmaking process. Morcover,

" the time-required for onc of these issues to make its

" way 10 the top of the hicrarchy could causc an
unneccessary, and perhaps cvcn' damaging, delay.

In actual practice, Politburo actions on both major

~ and minor issucs typically constitute largely pro for-

~ ma ratification of policy decisions worked out at lower
levels, rather than substantive intervention from the
top. It probably is presented with 2 *“position paper™
that it can accept, reject, or remand for further work.
The basic outline of the long-term encrgy program,
for example, was apparcntly adopted in April 1983.
The program was finally published in March 1984, 11
months after the Politburo approved it. la carly
August, according to the chicf of Gosplan's Petroleum
and Gas Industry Dcpartment, Viadimir Filanovskiy-
Zenkov, the program was not quite recady to go public,
suggesting that it was remanded to Gosplan for
further ironing out of contentious issucs

tn somc instances, howcever, for both economic and-
political rcasons, the Politburo departs from this
practicc and intervenes dircctly to make changes in
basic policy. For cxan.ole. in late 1977 the Politburo
ordered a sharp reallocation of investment resources
to increasc oil production in West Siberia when {aced
with an uncxpected decline 1n the overall growth of oil

production. Similarly, the quick response by the
Sovicts to shift cnough resources to the Siberia-to-
Western Europe natural gas pipcline to ensure its on-
time completion following the expansion of US sanc-
tions on 18 Junc 1982 almost certainly came directly
at the initiative and dircction of the Politburo. On

8 July 1982 Pravda reported that the CPSU Central
Committee (CC) and the USSR Council of Ministers
had given an official bicssing to “patriotic initiatives™
to overcome the cffects of the embargo and that a
*“decision™ had been taken on measures 1o ensure
completion of the pipeline. This decisio + was made at
least as much ' for ‘political reasons as fcr economic
ones—{uture cxport carnings—and in the face of at
least some degree of disruption to the domestic ccono-

.

my.

In making its dccisions on oil policy, the Politburo
depends on those few members whose functional and
regional responsibilitics have required a considerable
involvement in encrgy matters to take the lead in
discussions. To its detriment, the Politburo has lost
several of its most experienced members in cnergy
policy issues the past few years with the dcath of
former Chairman of the Council of Ministers Alcksey
Kos;gin in 1980 and the resignation of party sccre-
tary Andrey Kirilenko in 1982°

Thosc current full members of the Politburo with the
greatest responsibility for oil and energy policy in-
clude Nikolay Tikhonov, who replaced Kosygin in
1980 as Chairman of the Council of Ministers, and
his first deputly chairman since November 1982,
Geydar Aliyev. Aliyev was formerly the party boss of
the Azerbaijan Republic, which has a 1ong history of
important activity in the oil industry '

* Sce DI Intefigence Assessment SOV 82-10120/EUR 82-10078
C Y August 1982, Qutloovk for the Siberia 10 Western
Europe Natural Gas Pipeline

" Brezhacv's death may also have been feli he had begun taking a
marc active keadership cole sn oil and encrgy policy 1a the late
19705 Although furmce Generad Sccrctaey Andropov may have
become avolved tn assessing requirements for encrgy-related for-
cign technology while head of the KGB. his knowledge of cncrgs
policy was probably hmited largely to information obtained duning
Politburo discussions rather than from direct responsibility i the
ar1ca




Policy Approval: The Politburo

The Politburo, because of the breadth and complexity
of its responsibilities for all national policy, considers
oil policy most frequently within a farger context,
such as cncrgy or cconomic policy. Thus, the Politbu-
ro, al its weckly meeting on 8 ‘April’1983, cxamined
the draft of the new long-term: Encrgy Program for

the USSR in which oil policy ﬁgurcd prommcntly v

Thc tendency of the Soviet sys{cm 0. funncl decisions
up the hicrarchy, however, also roquxrcs ‘the Politburo
to spend time on more mundanc rclal'vcly minor
aspects of oil policy. For cxamplc, onl ;
before the 8 April session, the' Polltburo rcv:cwod the
problem of improving the supply of fucl and lubri-

. cants for farm tractors. This prachc_c is typical of the
- Soviet system and has the pot:cz'nlial to overload, and
thus weaken, the decisionmaking process. Morcover,
* the time-required for onc of these issues to make its

" way to the top of the hicrarchy could cause an
unnccessary, and perhaps cvcr_{damaging‘ dclay.

In actual practice, Politburo actions on both major
. and minor issucs typically constitute largely pro for-
ma ratification of policy decisions worked out at lower
* levels, rather than substantive intervention from the
top. It probably is presented with a “position paper™
. that it can accepl, reject, or remand for further work.
The basic outline of the long-term encrgy program,
for example, was apparently adopted in April 1983,
The program was finally published in March 1984, 11
months after the Politburo approved it. In early
August, according to the chief of Gosplan's Petroleum
and Gas Industry Department, Vladimir Filanovskiy-
Zenkov, the program was not quite ready to go public,
suggesting that it was remanded to Gosplan for
further ironing out of contentious issucs

In some instances, however, for both cconomic and-
political reasons, the Politburo departs from this
pracuice and intervenes directly to make changes in
basic policy. For cxan.sle. in late 1977 the Politburo
ordered a sharp reallocation of investment resources
to increase oil production in West Siberia when faced
with an uncxpected decline 1n the overali growth of oil

production. Similarly, the quick response by the
Sovicts to shift cnough resources to the Siberia-1o-
Western Europe natural gas pipeline to easurc its on-
time complction following the expansion of US sanc-
tions on 18 Junc 1982 almost certainly camec directly
at the initiative and direction of the Politburo. On

8 July 1982 Pravda reporicd that the CPSU Central
Commiittee (CC) and the USSR Council of Ministers
had given an official blessing to “patriotic initiatives”
to overcomce the cffects of the embargo and that a
“decision™ had been taken on measures 10 ensure
completion of the pipeline. This decisio + was made at
least as mich*for political reasons as fcr economic
ones—future export carnings—and in the face of at
least some degree of disruption to the domestic econo-
my.*

In making its decisions on oil policy, the Politburo
depends on those few members whose functional and
regional responsibilitics have required a considerable
involvement in energy matters to take the lead in
discussions. To its detriment, the Politburo has lost
several of its most cxperienced members in cnergy
policy issues the past few years with the death of
former Chairman of the Council of Ministers Alcksey
Kos:gin in 1980 and the resignation of party sccre-
tary Andrey Kirilenko in 1982

Those current full members of the Politburo with the
greatest responsibility for oil and cnergy policy in-
clude Nikolay Tikhonov, who replaced Kosygin i in
1980 as Chairman of the Council of Ministers. and
his first deputy chairman since November 1982,
Geydar Aliyev. Aliyev was formerly the party boss of
the Azerbaijan Republic, which has a ong hlS(Of)’ of
important activity in the oil industry.

° Sce DI Intctligence Assessment SOV 82- 108 20/EUR 82-1007%
A August 1982, Outlook for the Siberta 1o Western
Europe Natural Gas Pipeline
" Brezhnev's death may also have been fell he had begun taking a
morc active keadershep role i oil 2nd encrgy policy 1n the late
19705 Although former General Sccrctary Andropov may have
become 1avalved 1n assessing requirements for cncrgy-related for-
cign technology while head of the KGB. his knowledge of cncrgy
policy waus probably limited largely 10 1nflormation obtained during
Politburo discussions cather than llor- circct cesponsibidity 1n the

arca
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Three candidate Politburo members also have signifi-
cant responsibilitics or backgrounds in oil policy.
Mikhail Solomentsev, who was appointed in Junc
1983 to head the party's Control Committee, was for
12 years the Premicr of the Russian Republi~
(RSFSR), where the vast majority of the Soviet
Union’s oil reserves and most of its oil refining and
petrochemical facilities are located. The newest candi-
date member, Vitaliy Vorotnikov, will also become
involved in oil policy as the new Premier of the
RSFSR. Vorotnikov's previous experience includes
scrving as the First Deputy Chairman of the repub-
lic's Council of Ministers, with responsibility for

‘industry from 1975-79. Finally, Vladimir Dolgikh,

- who was clected a candidate member of the Politburo
in May 1982, has been head of the CPSU Central
Committec’s Heavy Industry Department since at
least 1976 and is often the scnior party official present
at mccxin_gs and conferences concerned with cnergy
polic:

Newly clected Party General Secretary Konstantin
Chernenko, who has spent his carcer largely in party
administrative and propaganda activitics, has never
had direct respensibility for oil, energy. or even
cconomic policy, although as a member of the Polit-
buro he must have acquired familiarity with the
tssues. He is likely to rely heavily on Tikhonov, who
nominated him for Gencral Secretary and who is
clearly 2 Brezhnev-era colleague, for advice on these
matters

Policy Implementation: The Miaistry Level

Prima.y responsibility for implementing oil policy lics
with several key ministries and other all-union bodics
organized along functional lincs. They arc supported
by and are dependent on various transportation, con-
struction, supply. and machine-building ministaics,
most of which also serve many other clients. Although
the gencral arcas of responsibility are fairly well
delincated, some overlap occurs. For instance, there
has been a continuing problem defining who is respon-
sible for cxploratory drilling as well as balancing
exploratory and development drilling, especially in
West Siberia, between the Ministry of Geology and
the Ministry of t+~ Petrolcum Industry (Minnefr~
promi. Similar!

E here is an inherent teasion .
twcen the oasic task of the Oil Ministry to maxi-
mizc current production and thatof the State Com-
mission for Useful Mincral Reserves (GK Z), which is
morc concerned with maximizing long-term produc-
tion cven if short-term production is lessened

Ministerial asscssments and récommendations of
technological and production capabitities, incorporat-
ing cxtensive practical and often proprictary knowl-
edge, constitute significant inputs into the decision-
making process. The policy perspective of the
ministrics, however, is typically narrow, meeting their
own specific planned production goals, rather than
attempting to improve cnergy resources across the
board. This often leads to a lack of cooperation and
coordination among them, despite their operational
interdependence. The press is filled with examples of
supplics, machinery, and cquipment not delivered on
time; supplics (including forcign equipment) lying
unused and detcriorating in the harsh Siberian envi-
ronmen:; poorly designed or constructed cquipment
breaking down; and chronic failure to provide ade-
quatc supporting infrastructure on timc. Under these
circumstancés the failure of any one ministry to
achieve plan targets or to fulfill contractual obliga-
tions cchoces throughout the production and supply
chain, forcing adjustments and cncouraging the kinds
of incfficiencies—stockpiling of resources, duplication
of cffort, and underestimation of plan targets—that
arc common throughout the Sovict cconomy i

The Decisionmaking Process in Action

The Sovict decisionmaking process typically confirms,
rather than alters, the basic direction of established
policy. Considerablé time is spent'mechanically work-
ing through the secquence of annual planning cycles,
during which the often conflicting parochial intcrests
of the individual ministrics must be balanced against
the broader political and cconomic concerns of higher
level policymaking bodies. In this eavironment, plan-
ning deasions tend 1o be cautious and incremental,
and the achicvement of short-term results that bolster
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political posmons and cnhancc caree opportumua
-often lak&s prccodcncc over long-tcr pl nhmg

Much time is also spent at’ hxghcr lcvcls makmg

4 docmons rcsolvmg orgamzatlonal oonﬂlcts over re-

3 ion and arcas’of rcsponsxbxhty that could
lower levels: The dccxslonmakmg process
furthcr by a system ol' planmng indicators
'{and fewa ds that penalize i mnovauvc behavior and
Irisk” mkmg ‘especially at the mxmstry and plant levels.
_‘_-Thcsc charactcnsuos reduce thc’ablhty ‘of decision-

. makers to “see the big picture” and to identify

- potentially serious problems and’deal with them be-

* fore they reach a crisis stage. This weakness was

_ particularly evident in the evolution of Sovict oil
policy in the 1970s. - *

Debate Over Qil Policy *

In the late 1950s, the USSR began rapidly increasing

the share of oil and gas in cnergy production and

consumption, while the sharc of coal declined (scc

table 3). Soviet enthusiasm for this strategy was

spurred by the discovery of the Volga-Urals ficlds

during this period, and it received a further boost in

" the late 1960s by the discovery of vast oil and gas

- deposits in West Siberia. By the end of this latter

- period, however, at least some Soviet scientists and

. officials were warning in articles that oil was not an
inexhaustible resource. They stressed the need to
reduce the use of petroleum as fuel for boilers,
reserving its usc instead to more highly refined and
valuable products such as gasoline, aviation fucl,
lubricants, and petrochemical feedstocks = -

During the early 1970s, this concern led to an open

" debate. carried on at the highest levels, over the
proper relationship of oil and other cnergy resources
in the Soviet energy balance. The major issues con-
cerned the size and availability of oil reserves, the best
usc for oil and gas—whether as fuel or chemical
feedstocks—the speed with which nuclear power
could be brought on line, and the best way to utilize
Siberian coal resources

r - r.

For an unclassified analyus of the debate. soc Thane Gustafson,
§ The Sovtet Gas ('anu»axy?olum and Policy in Soviet Decision-
. making. Rand. 1982

Table 3 Share 1ons of standard fuel
The Changing Soviet produced (percentage)
Fuel Balance
T " 70t Gas | Coal  Othere
11.7
17
o —— ‘.. Spa— - 640 -
LS5 S D
28 300 s
1980 (plan) o __309 o _26_0 . ___AO______
1980 actoah) _ B2 22
24243 22
440 29.7 243 2.2

¢ Includes peat, shale. and firewood.

Source: Narodnoe khozyaistvo. 1982. Moscow, 1983, p. 181, except
plan for 1980, which is derived from A. M. Nckrasov and M. G.
Pervukhin, eds.. Energetika SSSK. v 1976-1980 godakh,

Moscow, 1977, p. 149.

As a result of this debate, the leadership decided in
the mid-1970s to alter its cnergy policy. The new
policy called for beginning a long-term shift to greater
reliance on coal, hydroclectric power, and nuclear
power while increasingly reserving both oil and natu-
ral gas for nonfue! uses. It also emphasized energy
conscrvation as an important part of energy policy.
This decision followed the approach advocated by
former Premier Kosygin. with strong support from the
then head of the GKNT, Vladimir Kirillin, and the
President of the USSR Academy of Scicnces. Anato-
liy Aleksandrov. The new strategy was clearly mani-.
fested in the 1976-80 Five-Year Plan (FYP)

The proposed shift in cnergy balance, however, proved
too ambitious. By the end of 1977, the Soviets' own

dzta clearly showed that the planned targets for coal
and oil would not be met, and the program for nuclear




mW€r continued to lag far behind schedule.” The
“-absolule increasc in oil production in 1977, which was
obtained primarily because the increase in producuon‘
from West Siberia exceeded the amount of production
lost from oldcr producing rcgions, was the smallest
since 1972: the corresponding relative increasc of S
percent was the smallest in three decades (sce table 4).
Sovict concern over this problem was openly manifest-
ed Ly « reduction in the publication of oil production
data on the older regions and by conflicting data from
several sources on West Siberian production. In De-
cember 1977, morcover, the Sovicts, having failed to
meet their 1977 oil production target by at least 4

million mc(_p’ic tons (mmt), reduced the 1978 goal by §

mmt. This action was only a prelude of things to
come. Following the dramatic slowdown in the abso-
lute growth of oil production that took placec in 1979,
the Sovicts lowcred the target for oil production for
1980 by 24 mmt, from 630 to 606 mmt. T

The decisionmaking process. with its tradition of
sctuing overly optimistic plan targets and its focus on
current plan fulfiliment, had failed to alert the tcader-

ship 10 the severity of impending problems. Soviet -«

planncrs. accustomed to large and relatively iAncxpcn-
sive increases in oil production, and not anticipating . .

the sharp slowdown in cconomic growth (hat_":sccom-;"'

panicd the planned reduction in investment, apparcat-
ly greatly miscalculated the rate at which the change-
in the encrgy balance could take place. :

Changiag Oil Policy

Because of the failure to achieve the planncd composi-
tional change in cncrgy supply. the Politburo was
forced to depart from the normal incremental deci-
sionmaking process and quickly rcassess and alter its
cncrgy policy only two ycars after it had been an-
nounced. Brezhnev outlined the new policy at a

C

R Uaclassifiod reviews of the
Sanact energy situztion duciag the lattee part of the 19705 acc
veatsined ia Laslic Dicnes and Theodor: Shabad, The Sovier
tacegn Soatem Regource Use and Policies. New York, Joha Wiley
& S 19T (Re cclerant chapiens by Dicna and Arthar A
Mevethofl ia Rubert (o Jeasen. Thoodore Shabad, and Arthur W
Moriehe Seier Nurueal Revvwries sn the World Economy . Checa
¢ Lavenus of Checago Pross, 1980 and Fechnology and Soviet
Gouilabrlion

Facge vagrcas of 1he U aaad States, Office of

Teohoelogs Sucemcnd 1987
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Table 4
USSR: Oil Production *

Millioa toax

USSR " West Siberin | Other Accas
Total Annual Tutal Aanual Total Annual
. Incvcmcnl lncrcmcnl facrement
1970 3530 246 SYWIRT 326 e
(970 370 21 s D4 123 100
1972 a004 233 @1 118 311 s«
1973 <290 286 817 250 3413 16
1974 Task9 299 1164 81 3415 12
1995 4508 319 1418 314 3430 03
1976 5197 289 1817339 3380 50
1977 5458 261 2183 366 1S —10s
1978 s 251 25440360 10 104
1979 3856 14.1 830 286 3026 — 14
1980 6032 116 ”—1_1.2-6 96 2906 =129
1981 6088 36 B N7 s —ren
1982 6126 38 3529 186 2597 - 148
1983+ 6163 37 369- 16+ 241- —13«
1984 624 7.7 ].90 ZI' --2.]‘ —I)
" plan o o
1965 630 60 399 9 IS
plan .

+ Including gas condensate.
* Peclimicary.

 Estimatc The 1983 plan for West Slb(run output was 372 miilion
tons. In his speech to the Supreme Sovict on 28 Docember 1983,
Gusplan Chairman Baybakov stated that ~oil workers of West
Siberia reached in the current year s milestone of daily output of |
mudlton toas " (Pravda, 29 December 1983, p. 4.1 In Soverskaya
renseve of 23 December 19K, however, correspordent N, Battur
reportod "Yes, the o1l workers were able (o reach the "million’
milcstone. but for now they did not succeed in holding the record
fovel of daily output stablc.” #ravda reported on 19 January 1984
that “foc the first timc the o output plan™ in the Tyumen” arca
“was oot fulfilicd ~

December 1977 Central Commitiee Pleaum * Al-

though the long-term goals remained the same. he
indicated that achicving them would have to be

© Thc actual text of Brerhnev s speech was nevee published Frovda
rublishad onls s sopaes of the spcect




delayed. The Politburo decided to return for the next

-10 years to its previous strategy of depending heavily
" on the production of oil, which would incrcase slowly,

and of natural gas, which would grow rapidly, for
meeting cncrgy nceds. ~ *

The key clement in this policy was West Siberia. The
planned increase in total oil production could be

achicved only if the increase in production from West

Siberia more than offsct the amount of production
lost from older producing areas. The Politburo recog-
nized that the investment planned for that region was
insufficient to meet production targets and ordered a
reallocation of investment resources to West Siberia.
Drilling brigades from other arcas soon began to
arrive in West Siberia, and in May 1978 a campaign
was unlcashed with great fanfare assigning high
priority for Tyumen'® deliveries from plants all over
the USSR. However, as was apparent from criticisms
levied in June 1978 at a roundtable mecting of
officials and planners on West Siberian development,
there was concern that the amount reailocated was
not adequate to support critically needed exploration,
as well as development drilling and construction of
infrastructurc. In addition, there was controversy over
whether to concentrate on the development of a larger
number of smallec ficlds with all of the logistic
problems that cntailed. or to attempt to meet the
increased production needs by increasing drilling and
extraction above planned levels at the older, known
West Sibenan ficlds, notably the supergiant Samot-
lor. In typical Sovict fashion, the second alternative
was chosen. which guaranteed the necessary rapid
increasc in production at a relatively lower cost, but
only at the price of reducing the long-run total
recoverable yicld and producing a steeper rate of
decline. '

The decision to shift investment to West Siberia,

cbming in the middle of a five-year plan that also was .

witnessing a significant slowing of growth in the
cconomy and in investment, meant that the availabil-
ity of resources Lo other sectors and regions of the
coonomy would be constrained. Within the energy
scctor, it probably contributed (o the virtual leveling

off of coal production in 1978 and the downturn that
began a year later. More broadly, the shift in re-
sources 1o West Siberia contributed to the further
slowdown in the growth of GNP that has character-
ized the Sovict cconomy since the late 19705 7 °

The decision demonstrated an important strength of
the Soviet decisionmaking system. Because final au-
thority is concentrated exclusively in the Politburo. it
has the ability to rapidly mobilize and shift resources
in response to pressing problems that require reevalu-
ation and redircction of policy. * *

This approach, howcever, also has important weakness-
cs. In this “crisis™ decisionmaking modc, the leader-
ship docs not have the luxury of weighing both the
long- and short-term costs and benefits of such sharp
changes in policy. Thus, decisions made in this fashion
arc likely 1o require major adjustments throughout
the economy that arc not casy to absorb.

Dccisions of this magnitudc cannot be made frequent-
ly without increasing the costs involved and reducing
the capacity of the system for absorbing additional
shocks if new problems arisc. Frequent changes could
casily lead (o conlusion and cnormous waste as lower
level managers and production units fail to master the
tasks associated with onc policy shift and to gain
cconomics of scale before yet another set of directions
and procedures must be instituted. ) o

The way the decision was made also contrasted
markedly with the morc typical style of consensual
decistonmaking that characterized the Brezhnev cra.
The new policy did not appear to enjoy universal
support, as debate over encrgy policy continued. In
particular, Premicr Kosygin several times in the suc-
ceeding months emphasized the need for a more

“balanced approach to the cnergy situation. Brezhnev

* The refationship between changes in oil suppiv and the growth of
the economy is treated in DI Rescarch Pacer I

) and DI Rescacch Paper SOV 83-1009: £ D
Junc 1983, The Slowdown in Soviet Industry. [976-K2
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responded to d}'is lack of support through remarks to a
Komsomol Congress in April 1978 in which he de-
fended the need for the large investment in Tyumen'
oil and gas. This irresolution probably occurred, in
part, because the decision to shift resources to West
Siberia was made too swiftly to allow for full coordi-
nation of views and, in part, because real disagree-
ment and uncertainty about the policy rcmaincd.f

[t was not until two years later, in'1979, that thc:
broad outlines of an encrgy policy for the 19805'4
finally began to emerge. According to Gosplan de
partment chief Filanovskiy-Zenkov, this policy rc-
flected genceral agreement among the lcadcrshlp.. In
essence, with one major exception, the new energy -
policy represents a return to the long-term strategy
that was adopted in the 1976-80 plan of reducing
dependence on oil, while making the transition to
increasing reliance oh_ coal and nuclear power. The
exception was the role of gas, which now would be
increasingly relied upon as the transition {ucl. Previ-
ously, gas had been reserved for nonfuel uses in a
fashion simitar to the policy for o

Qil Policy Objectives for the 1780s

Sovict lcaders probably believe that the oil policy they

have adopted will prevent the development of a
production crisis such as they faced at the December
1977 plenum. After a period of uncertainty following
the decisions of that plenum, the decisionmaking
process has returned to its typical. incremental mode
of operation, with relatively little atiention given to
identification of potential future problem-

Soviet otl policy for the 1980s is based on the
lcadership’s awareness of the current leveling off of oil
production and. probably. an anticipated decline in
the near future.® The resulting policy apparcntly is
designed to meet three basic. interrelated political and

“ The recently published Facrgy Program endorsed by the Potitbu-
Tsecuning 4 stable. haigh level of o output.” and “an
nurcase i hiquid fuel” nincluding synthetic fuclt, which s sufMi-
vienthh cague o vaner o tange of future sttuations Teen 2 <light

ta Calls for

actease o0 ol peadudtnon e 2 moderate docls

Secret—

cconomic objectives during the transition to a period

_ of lesser dependence on oils. -

« Maintaining energy sclf-suff'cncncy .

< Providing the major share of hard currcncy carnings
through exports to the West.

* Meeting the demand for politically important ex-
ports to Eastern Europe and other client states.

The first objective is ‘clearly most important and takes

-precedence in oil policy decisions. In making alloca-
i tion decisions for oil exports to meet the other two

objectives, however, the leadership has some flexibili-
ty, depending on world market conditions and the
political and coconomic situation at home and in

: AEastcm Europe - s

Energy Self-Sufficiency

Leadership commitment to the objective of encrgy
sclf-sufficiency was clearly stated in Kosygin's com-
ment to the 25th Party Congress in 1976 that the
USSR “is the only major industrial state in the world
that bascs its cconomic development on its own fuel
and power resources.” This frequently repeated senti-
ment, which is incorporated into the first section of
the Energy Program, fits well within the Soviet
Union’s tradition of autarkic deveiopment and is a

source of popular pride and international propaganda.
b

External events, morcover, appear to have strength-
cned leadership commitment to this objective. The oil
supply disruptions of the 1970« that plzgucd the
United States and the West European countries prob-
ably heightened Sovict awareness of the dangers of
becoming dependent on foreign sources of fuel and
cnergy as reflected in Kosygin's comment noted
above. This point was brought home more directly by
the US efforts to apply economic sanctions following
the imposition of martial law in Poland in December
1981. The sanctions included the expansion of the list
of oil and gas cquipment requiring validated export
ficense< 2nd suspension of the issuance of such li-
cense

The Sovicts responded by describing the United

States as an unrcliable trading pariner and proceceded
to find new supplicrs of oil and gas equipment when-
cver possible. Morcover, they have also attempted o




increasc domestic capabilitics in the manufacturing of
this cquipment. According to L

i 7 many
people in the Soviet Government werc beginning to
sce the sanctions as a blessing in disguise that forced
the USSR to improve its own cconomy and develop its
own production facilitics L
) ) confirmed the commitment (o
this policy inl © 31983, when he stated that the
USSR had a concerted cffort under way to develop
sclf-sufficiency in the manufacturc and supply of a
full range of petroleum drilling and pipeline equip-
ment. '

On the other hand, the Sovicts recognize the contribu-
tion US technology can make to the success of their
oil policy. By mid-1983, according oL ™™

' "3 Sovict foreign trade organizations
were showing an increased willingness to explore
options and enter into contracts with US supplicrs (or
machinery and cquipment. This was truc especially if
the items were unavailable from other sources. This
shift, which occurred after the casing of sanctions and
despite continued concern over future dependency,
reflects a decision that had 1o be approved by the
Politburo.

Siilarly, the Sovict leadership was well aware of
CIA predictions of an impending downturn of Sovict
oil production.” The suggestion here is not that CI1A
predictions provided the lcadership with new informa-
tion and thus altered its decisionmaking process.
although the predictions may have served to focus the
lcadership’s altention morc acutely on the problem.
Rather. it is that the propaganda value alonc of
proving ClIA wrong and overcoming US sanctions
provided the Sovicts with some additional incentives
10 maintain or increasc production. Thus. according to
In 7] a propaganda official
stated in 1980 that onc of the main themes for Sovicts
abroad in the coming years would be that the Sovict
Union docs not need forcign oil. ’

C
a

tor = discussion of teadershin awaceacss of CIA predictions, sec

CIA predictions, however, also might have had an
cffect in strengthening the hand of those arguing for
increased investment in West Siberia. This is suggest-
cd by 2 comment madc by Oil Minister Mal'tsev, who
said that the much higher 1978 estimate of Sovict o1l
rescrves by the Swedish firm Pctrostudics had led his
superiors o question the ministry’s cstimates. He was
probably concerncd that this higher estimate would be
used against his ministry in the competition for
investment, whereas the CIA predictions could be
used 1o buttress his claim for additional resources.

Eastern Europe Versus

Hard Currency Exports

Because leadership commitment to the objective of
encrgy scif-sufficicncy is deeply rooted, decisions
about how 10 balance oil supply and demand will
fargely refiect pragmatic trade-offs between exports
that mecet the other two objectives of carning hard
currency and ensuring coatrol over Eastern Europe.
On the onc hand, oil exports for hard currency.
primarily to Europcan members of the Organization
for Economic Cooperation and Development (OECD).
have accounted for about half of Sovict hard currcncy
carnings {rom commodity trade since the mid-1970s.
On the other hand, oil exports to Eastern Europe help
+i¢ those countrics more securcely into political and
cconomic integration with and dependence on the
Soviet Union.

The attitude of the leadership toward the relationship
between exports to Eastern Europe and hard currency
countrics was cxemplified in 1981 when it chose to
casc a growing Sovict hard currency trade deficit by
cutting oil deliveries to Eastern Europe for 1982 and
diverting about 100.000 barrcls per day to the inter-
national market. Moscow recognized that such cuts
could risk increased political instability and worsen

"cconomic performance in Eastern Europe.” In this

“ Scee forthoomung DI Intciigence Asscssment t

See DU tntclitgence Asscssmen. c
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" must reduce oil oons’ﬁ—mpuon in the long term in’ any :
~event; The laucu

‘ 1hc East’ Europcan countri

case the lcadership apparently bclic?{od;_hbx-fc‘ilgfll_( :
the short-term cffects could-be contained; injpart,.
making the cuts sclccuvcly ralhcr than oqually among
-——Poland for mslan
was not affected. by: th'cuLs Also, as sugg“tod on
several occasxon 3 ci_«xgimg Soviet spokcsman o
CEMA policy :Oleg:Bog molov the East Europcans

" displeasurc’ ovcr (h re xpo a8 of Sovietioil byr several

East Europcan unmm If the leadership is faced
“with a grcatly tlghtcncd o Supply and demand
“situation Ia(cr in thc decade; it would be likely to
cspond in'a similar fashlon, cven though the political
nsks mlghl bc grcalcr - '

f Oll Policy for the 1980s

To meet its objectives, the leadership has developed a
stratcgy that relies on increased productivity, substi-
tution of fucls, and conscrvation to maintain supply
and hold down demand. These are to be achieved
through modernization of plant and equipment and
the application of a wide range of traditional burcau-
cratic mcasurcs. To the degree that these measures
are successfully implemented, the lcadership’s flexi-
bility in making decisions to mcet its basic oil policy
objectives wili be increased. This strategy, however,
must be implemented during a period when overall
investment is growing at a historically low rate, and
the geological and cavironmental conditions in the
primary producing areas arc making it more difficult
and far more costly to maintain oil production at or
ncar current levels. The impact of these factors will
reduce the flexibility of Soviet decisionmakers to mect
their oil policy objectives.

-To back up its oil policy, the lcadership committed a
large proportion of investment funds 1o energy gener-
ally and ol particularly." The 1981-85 plan called for
a SO-percent increasce in investment in the energy
sector compared with that of 1nc previous five-year
plan. Investment in oil production alone was planned
1o increase by over 60 percent, from 26 billion rubles
during 1976-80 t0 43 billion rubles during 1981-85.

J

_Nonaet Investment Policy in the Tith Five-Yrar
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“The latter figure represepted almost one-third of the

nvestment altocated to the encrgy sector, up {rom 30

“percent in the previous plan period, and about one-

third of the planned increment to investment in
ndustry as a whole.® The pace of oil industry invest-

. ment in the first two years of the 1981-85 plan

indicates that oil may account for almost onc-half of

: the increment in total industrial investment.

Yect cven these generous allocations by themselves will
not be adequate to guarantee Soviet policy objectives
durmg the 1980s. For example, according to £

J. from 1971 10 1981 the average cost of
producing | ton of oil ncarly tripled, from 35 10 100
rubles. The rate of increase in cost. morcover, is
expected to accelerate during the current decade, as
new production operations move into more difficult
arcas and the quality of deposits in the older produc-
ing arcas declines further. Moscow is well aware that
it cannot continuce indefinitely to increase the share of
investment going to oil production. At some point
these costs must run into the limits imposed by a finite
investment Ludget that must accommodate other pri-
orities such as defense, machinery. and lransporla-
tion, as well as other energy sectors.

Efficiency gains, thus. arc essential to the Soviet
strategy and have alrcady been lactored into produc-
tion goals. For instance. to meet 1985 oil production
targets, the 1981-85 plan calls for 2 more than 50-
percent improvement in efficiency of drilling opera-
tions. Similarly. the petrochemical industry plans to
obtain a 28- 1o 35-percent rise 1n labor productivity,
primarily through the introduction of new equipment.
The need for more productive equipment was bluntly
stated by two Gosplan officials writing in the October
1982 issuc of the Gosplan journal. According 10 them,
the capacity of the Soviet petroleum machine-building
industry to produce necded equipment is much less
than the amount of curreatly produced machinery
that will be required during the decade. Therefore. 10
avoid a major and costly ecxpansion of capacity. the
gap between supply and demand for this critically

" Not included 1n these numben are major inyeftments 1a o1l
tcfining and the petrochemicals indusir




important cquipment ‘can be closed, they argued, only
by producing new, 1cchno|gFically advanced and more

 productive equipment

Modemization

As indicated above, the Sovicts are counting on the
widesnread infusion of new, more productive and
cncrgy-cfficient technologics—from industrial plants
to home appliances—to help them impler. <nt their oil
policy. To obtain the needed technclogy t - . have

pursued a dual approach. First, they + lively
sought to import advanced technol- the West,
including entirc plants, as well as riay of
individual items such as scismic €oul, .. pipes, and

. pipclayers. Second, the Soviets h: ve <cught to im-

Na

prove their own domestic production capabilitics

During the past few years. the Soviets appear to have
shifted toward a greater emphasis on the second
approach because of problems encountered in absorb-
ing forcign technology, difficulties in obtaining access
to Western state-of-the-art technology, and limits on
the availability of hard currency. Technology transfer
morcover, is not a stimple process, and results have
oftea fallen short of lcadership expectations. This

problem was recognicad in 1983 c ' %
A oy

Jnal stcaling Wesr-
crn technology does nut netp 11 “we can't get people to
{properly) use what we steal.™ For cxamplt_:(: -

- - the output from the drill-bit piant
purchased from the Dresser Company. although bet-
ter than that of domestic bit plants. probably will
never approach the quality produced in similar plants
in the United States because of problems in quality
control. In typical Soviet fashion. the plant managers
and workers tend 10 place production quoltas over
quality contro’

.

ConMicNes W al

\

Sovict hopes for increased productivity through mod-
¢reization arc jeopardized, however, because the Sovi-
¢t system is not conducive 10 innovation. In particular,
the USSR has traditionally had problems in devclop-
ing practical applications for new technology. Those
organizations responsible for implementing a pohicy
stressing innovation often have hitle tncentive {or
doing so Tcchnical institutes, for cxample. arc rc-
sponsible only for inventing and perlecting technol-
vgics but have no responsibility and reccive no cco-
nonue benelit for secing them put into use Individual

opcrating enterprisces, on the other hand, age rewarded

_ primarily Tor meeting cucrent ( production goals and

arc not anxious torisk the initial drop in production
that often accompanies a decision to introduce new
technologics

Such disincentives to innovate and modernize received
considerable attention in the press after Andropov
became party leader, with the General Secretary
himself calling for changes to correct these problems.
A July 1983 joint Central Committee-Council of
Ministers resolution that encourages modernization
by decentralizing some investment decisions to the
enterprisc level represented a first, albeit limited,
attempt under Andropov to deal with this problem.
Morcover, none of the five ministries involved in the
cxperiment is directly involved in oil policy implemen-
tation, so that any potential benefit from this experi-
ment in the oil sector will be delayed

Bureaucratic Measures

The Soviets arc also relying on various kinds of
traditional administrative and burcaucratic measures
to implement their oil policy. These include changes
in cconomic indicators and planning procedures, new
types of labor organization, burcaucratic reorganiza-
tion, and exhortative decrees and campaign-

Oil Minister Mal'tsev, for example, in a December
1982 article, wrote that the ministry had considerably
cxpanded the use of planning and incentive indicators
based on the final result, that is, tons of oil produced.
These indicators are expected to supplement and
pcrhaps eventually replace such indicators as number
of mcters drilled. which cncourage crews to drill many
shallow, unproductive wells. Mcanwhilc, according to
a 1982 article by onc of its deputy ministers, the
Ministry for Construction of Oil and Gas Industry
Enterprises (Minneftegazstroy) has adopted a two-
ycar planning cycle as a supplement to five-year and
annual plans 10 better coordinate production of pipe
(supply) and the start of pipcline construction (de-
mand). Thesc kinds of mcasures are designed 1o make
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" decisionmaking and implementation of oil policy morc
‘rational in cconomic terms, especially at lower levels
of the hicrarchy

“In a diffcrent approach 10 the same problem, when
_domestic prices for oil and gas werc changed in 1982
for thce first time in 1S years, they were designed,
according 10 a 1981 articlc in Ekonomicheskaya
gazeta, to more accurately reflect actual production
costs and allegedly are to promote the substitution of
gas for oil.* [t is not clear, however, whether the new
prices do promote substitution, given the limited
ability of individual enterprisc managers (o initiate
such actions without approval from central plannecrs.
The Sovict system also lacks 2 mechanism for contin-
uously or even frequently adjusting prices; thus, the
new prices will rapidly lose any rclationship they
might have had (o real costs. More importantly,
because of the emphasis on mceting Quantitative
targets regardless of cost and the virtual abscace of a
profit motive for enterprisc managers, prices have a
very weak influence on enterprisc behavior

The Soviets arc trying 10 increase productivity and
conscrvation of resources by decentralizing some deci-
sionmaking through the usc of trigade contracts. This
rclatively new approach 10 labor organization ts dc-
signed to allow individual crews 1o negotiate a higher
monctary return for their members in return for morc
rapid complction of a project. According to a 1982
article by Deputy Minister K. Smirnov, Minncfiegaz-
siroy planned 1o have 55 percent of its brigades
working undcr such contracts by 1985 as compared
with 36 percent in 198

The Sovict lcadership has also tried the familiar tactic
Of rcorganization to solve problems of burcaucratic
incfficiency in management and decisionmaking.'” For
cxample. the Statc Commitice for the Supply of
Pctrolcum Products was upgraded from Union Re-
public 1o All-Union status in 1982, On the basis of a
continuing stream of complaints in the press. this

* The price nad e od-ctcacting catcrprises for ol w2y rassod by a
TIVT07 O DY aad aet Gulfcrentially (o refiect diffcrent goological
wendions The pewe ‘~ gas was sct sppcotiamatcly 20 percent
below that of fuch oee

An s e an the hnu}h 19K Y editwsa of the prurnal EA Q) atgucd

-
the (aw 1w vombeneag the ol 4ad gay miaainc .

further centralization ¢t authority docs not scem to
have donc much to improve Gontrol aver the distriby-
. -

tion of these products

Another example of this kind of burcaucratic ma-
ncuver, which has potentially far-reaching implica-
tions for the management of extraction of cnergy
resources generally, was the creation in 1982 of the
Gosplan commission on West Siberia referred to
carlict. The Commission has as its specific goal the
breaking down of bureaucratic barricrs and the sct-
ting up of a single project manager for the devclop-
ment of the region. The lack of real authority given
the Commission and its conscquent relative lack of
success, however, reflects the tensions and inefficien-
cics inherent in the Sovict burcaucratic decisionmak-
ing cnvironmcm:

Reorganizations to improve operating cfficiency have
also occurred at lower levels. Minncfieprom, lor in-
stance, restructured part of its opcrations in Tyumen®
Oblast in May 1982, Ministry officials indicated their
dissatisfaction with the performance of the old man-
agement by not sclecting any of its officials for the
new organizza*i~n Similarly, an official of the Sovier
Ministry of Tra~- v»-t Construction complaincﬂ

in latc 1982 that rc-
>ponsidity tor road coastruction in West Siberia was
shifted 10 his Ministry because Minneftegazstroy had
apparently let this task slip to concentrate its re-
sources on building gas pipelines. This shifi in respon-
sibility, however, apparently occurred without prior
agreement by his Ministry, and was nat accompanicd
by additional resource -

When all clse fails. the leadership frequently resorts
(o cxhortation, encouraging the ministrics and the
“masses’ to work better in pursuit of important goals.
For example, a November 1981 CC CPSU resolution.
in typica! Sovict fashion, praiscs Minncfiegazstroy (or
its present construction cfforts but then admonishes 1t
for a varicty of sins, including failurc (o retool and
mechanize morc rapidly and failure (o tmprove the
quality of pipcline construction.™ The inclfectivencss

T A similiar = —aqurGaal docrec was passed for the ol minustry in
March (9




of such exhortations is indicated by the nced for this
degree only two years after a similar onc was issued.
The measures being taken to tesolve these problems
were outlined by the then head of the ministry, Boris
Shcherbina, in 2 July 1982 article in the ministry's
journal. A dectailed analysis of the article by a former
Sovict gas and petroleum cquipment engineer in
October 1982, however, argues forccfully that imple-
mentation of these nceded measures: will be only
partial and slow at best. According” o his analysns
which parallels our own, the mxmsuy will resist
changes that might improve its long-lcrm apabxhucs.
and it will continue to favor tricd- and- (ruc mcthods
for mecting its short-term producuoh targets

The lcadership has also been conductmz an old-
fashioned Sovict-style campaign for ‘encrgy conscrva-
tion, led by Gosplan Dcputy Chairman Lalayants.
Enterprises and individuals are constantly being re-
minded in the press of the need to conserve oil and arc
showered with reports on how much’fuel was saved at
this enterprise or by that driver. The campaign has
not spared the defense sector, where, for example, the
military publishing housc Voyenizdat published a
book in 1980 on fuc! c'“\scrvauon with special refer-
ence 1o military equipmer. ] =

The central authoritics are also introducing new
planning norms and requircments to cncourage con-
servation. A December 1979 Gosplan resolution sct-
ting out the methodology for establishing rates of
consumption of fuel and clectric power had as its
stated primary goal the cstablishment of “progressive
standards™ to conscrve these resources, distribute
them cfficiently, and utilize them effectively. This
resolution replaced a simitiar onc that had been on the
books for more than a decade. A joint Central
Committec—Council of Ministers resolution two years
later focused on the same theme. Oné of its results
was a sct of regulations for monitoring and recording
consumption of cnergy resources that were promul-
gated 1n May 1982, Six months later, at a Supreme
Sovict session in November 1982, standing commit-
tces on cnergy were established 1o monitor the conser-
vation cfforts of ministrics and enterprise managers.”
1

T The vrcatarn of these commettees had been calied for by
Andeogan gt the plenum ™MAUCAINE tNC DUPICMC DVICT ACI3I0

1S

- ©

. Problems in 'the Sca_rc_l: Jor Oil S:bsu'rula:

The Program To Devetop Nuclear Energy

Certainly one of the most telling examples of the
bureaucratic inefficiencies that are endemic to the
Soviet decisionmaking process can be seen in the
program to develop nuclear energy, which is an
important part of the effort to reduce oil consumption
through substitution. Problems at Atommash, the
plant designed for serial production of reactors.
apparently had become so critical by mid-1983 that
the Politburo interceded directly in the matter. Fol-
lowing discussion at a Politburo meeting on the
problems, Dolgikh went to-Volgodonsk, where the
plant is located, and, in a speech on 19 July that was
reported in Pravda, strongly reprimanded project
managers and local party officials. Two days later,
Pravda reported the retirement of I. T. Novikov, a
deputy chairman of the Council of Ministers and the
chairman of the State Committee fur Cunsiruction
Affcirs. Although this was reportedly done at
Novikov's request, the timing and handling of the
affair can hardly be coincidental. While it is far from
certain that these actions will have long-term positive
results, tae fact that the Politburo had to become
involved in straightening out problems at one of the
USSR’s tap-priority energy projects is suggestive of
the depth of the bureaucratic inefficiencies that must
be overcome in the decisionmaking process. as well as
the tendency of the decisionmaking system 10 push
such problems 1o the top for resolutio:

The difficulty the Soviets have in achieving desired
changes in cconomic behavior by administrative fiat
was clcarly scen when the commissions met a year
later in December 1983, According to [zvestiya. they
found that ministrics on the whole had overconsumed
clectricity to the tunc of 2 billion kilowatt-hours. The
Ministry of Power and Elcctrification alonc had over-
consumed the equivalent of 900,000 tons of oil. A
substanual portion of this cxcess consumption must
actually be a1l which in 1980 accounted for the
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gencration of about 35 percent of clectricity produc-

tion. These figures only serve to confirm the remarkin
carly 1983 by a deputy dircctor of a major institute
that the program for conscrvation is not going well
and considerable confusion exists on how to make it
more successful. The director saw the underlying
problem as a wastcful attitude on the part of fuel
uscrs that cannot be overcome by current incentives.

Similarly, the Soviet penchant for changing economic
indicators and planning proccdures at scemingly ran-
dom intervals stems from the fact that normative

~-'success indicators and centrally planned prices, which
are seldom revised to reflect changing conditions, do
not provide a sound basis for making economic deci-
sions. The frequent burcaucratic reorganizations also
arc largely cosmetic and incffective because of more
fundamental, underlying problems—the lack of real
decisionmaking authority away from the center and
the continuing subscrvicnce of managers 1o centrally
planned production goals. Thus, the very structure of
the decisionmaking process and the delegation of
responsibilitics between and among its various levels
often operate at cross-purposes i9 cfforts to develop a
policy that works cffectiv.

The Future Decisionmsaking Environment
1
e

So long as oil supply and demand remain in rough
balance. Sovict leaders will have some latitude in
determining allocations to forcign and domestic con-
sumers and meeting their oil policy objectives. Deci-
sions in such a situation arc likely to be incremental,
in linc with current policies and plans, and oricnted
toward making marginal improvements in or?aniza-
tional structure and operating procedure

On the other hand. this conscrvative and myopic
decisionmaking system is t nlikely to provide early
identification of problems that could lead to develop-
ment of a significant gap between supply and demand.
Thus. if the policy is not working. the Soviets will
probably respond only at the last minute, with sharp
shifts in policy, as they did at the December 1977
plenum when they reallecated investment to West
Siberia. and again in 1981 when the decision was
made to cut vil delivenes to Eastern Europe. Such

S
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decisions necessarily will involve greater parficipation® -
by senior leaders at the Politburo and Council of
Ministers level and will reflect politicateconsiderations
as well as purcly cconomic and managerial ones.

In the latter case particularly, the degree to which
Soviet oil policy is successful will depend in part on
the flexibility and creativity of decisionmakers. They
will be constrained during the remainder of the
decade by several factors—ideological boundaries, a
less favorable geological situation, poorer cconomic
prospects, and unfavorable changes in oi! export op-
tions. In combination, those constraints will present
Sovict decisionmakers with fewer options and, thus, a
more difficult decisionmaking cnvironment than that
of the previous 10 year ii’

Ideological Coustraints

The leadership's flexibility is limited by thc idedctogi-
cal boundarics of the economic system and political
concern for 1naintaining regime control and domestic
tranquillity. These factors particularly constrain Sovi-
ct willingness to usc prices, wages, and profits to
encourage new, morc cconomically rational forms of
behavior that could lead to increased productivity,
innovation, and conscrvatio

On the other hand, the leadership can be expected 1o
try to induce the desired behavioral changes through
the stepped-up use of administrative measurcs, such
as further centralization of decisionmaking at both
the regional and national levels. These measurecs,
however, arc unlikely to be accompanied by more
than minor changes in the structure of economic
incentives; thus, it is doubtful that they will result in
significant improvement in the functioning of the
economy. The Sovicts also might resort to more
cocrcive administrative measures, such as stricter
enforcement of conservation and cxpanded usc of
rationing, in conjunction with a stepped-up discipline
campaign to teduce demand and improve cfficiency.
Not oaly would such mecasurcs be i'zigfﬂy unpopular
and potentially disruptive in the shart term, they
would not be an effective substitute for the long-term
changer ir attitudes toward cnergy usc that are
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Ceologlcal Constraints

_ Thc options of Sovict dccnsxonmakcrs arc also nar-

rowed because meeting their oxl pohcy objectives is
highly dependent on raising the Icvcl of»onl production
in West Siberia.- Without this mcrcasc' hey cannot
keep total production at or near us pr =t
the remainder of the decade: Unhkc prcvnous periods,
the Sovicts do'not have new major oil regions that
could be rap:dly exploited. Thus.'thcy have no real
allcrnauvc to bearing the rapldly escalating costs
associated’ wnh the declining snzé. quality, and acces-

'SIblluy of deposits that charactcnzc Wcst Siberian oil

producuor

'Coping with a significant shortfall in planned West

i+ Siberian production, especially in the next few years,

would probably require substantial dircct Politburo
involvement in the decisionmaking process, which
itself would be a key indication that the Sovicts were
cxperiencing major problems. For cxample, in March
1984, in responsc to the failure of Tyumen® to meet its
cxtraction targets for the first time, /zvestiya reported
the dispatch of a high-level investigative group headed
by Gosplan Chairman Baybakov to West Siberia.®
Among the investie=tors were {ive USSR ministers,
including Oil Minister Mal'tsev, Minister of Con-
struction of Pctroleum and Gas Industry Enterpriscs
V. G. Chirskov, and Minister of Geology Ye. A.
Kozlovskiy. Also involved were Tyumen' Party First
Secretary G. P. Bogomyakov and his government
counterpart, V. V. Nikitin, chairman of the Tyumen'
Oblast Executive Committee. AYl of these individuals
have ready access to top party and government lead-
er

The investigators® findings of major disjunctions be-
tween the plans of the various ministries for the
supply of equipment and development of infrastruc-
ture. and of the continuation of a “thriftless attitude™
by oil industry workers that left millions of rubles’
worth of pipc. equipment, and chemicals wasted, arc
indicative of the continuing problems the Soviets have
in balancing plans against the objective incfficiencies
of the Sovict coonomic system. A subsequent Pravda
artcle of 3 April 1984 resoundingly criticized the oil
munistry’s efforts in West Stbenia. accusing it of

* The sevenny of the problems in West Siberia were most acutchy
manfesied By a five menth drop in 1ota! wl production of abost
200000 barreh por day from Ouvtuder 1983 10 Februany 194
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following “thc mecthod of scﬂ;d»down marning” of

- targets and of frequently reducing previously set

targets, rather than fccepting the challenges for

. increased. cfficiency and better planning and manage-

ment posed by the need to raisc output in the new,
morc difficult production conditions

Economic Constraints

Qil is only onc of many important claimants for a
finite investment pic that from a historical perspective
is growing relatively slowly. Within the energy sector.,
natural gas, coal, and nuclear power all require major
infusions of investment. Outside the energy scctor.
Andropov, like Brezhnev, singled out agriculture and
the Food Program and also added transportation to
the list for special attention. These sectors, along with
defensc, probably will remain major competitors for
investment under Chernenko and serve as a constraint
on oil policy choices

Faced with a significant shortfall in 0il production,
the Soviets would probably first choose to reallocate
resources and investment within the oil sector toward
West Siberia. Such a decision would have a much
lower likelihood of success now than the similar one
made 1n 1977 because of the geological constraints
noted above. Thcsc goologxcal constraints mean first
that the investment rcqulrcd to produce more oil
would be several times greater than in 1977, In
addition, the Sovic' Union's own technological capa-
bility to locate and extract oil from the deeper and
geologically more complex regions of West Siberia is
also relatively lower by comparison to the situation in
1977. In particular T )

j in late 1982 in reference to develop-
ment of the potentially oil-rich offshore Arctic region,
the USSR needs Western help because it lacks the
cquipment. facilitics, and personncl 1o carry out the
worl

Alternatively, the leadership might choose 1o shift
investment within the energy sector. most fikely to
accclerate the use of natural gas. which is the easicst
fuel to substitute for oil. They might also try 1o speed
up the nuclear power program. If the squecze on
:nvestment and shortfall in oil production becomes
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very scvere, especially toward the end of the decade,
mcrcasmg conflict over resource allocauon between
‘cnergy and the other priority scctors may ‘becomes
! evident. Such strains could test the feadership’s om-

“mitment to the present cconomic and political priori-

tics as the various claimants lobby the Politburo to
preserve or increasce their shares i

Export Constraints

The Sovict commitment 1o mecting Eastera Europe's
oil heeds has already proved to be less than solid.
Although willing to provide their allics with other
types ofcncrgy. cspecially gas and clectricity, the
Soviets apparcntly arc prepared to test the limits to
which they can forcc the East Europcans to bear the
brunt of any imbalance in oil supply and demand by
absorbing further cuts in Sovict oil exports.

Nonetheless, there is undoubtedly a limit to the
amount of oil that the Soviets can unilaterally with-
hold. Even a relatively small reduction in‘oil supplics
could have a severe impact on the cconomics of the
East Curopcan couatrics. With the cxccpuon of Ro-
maaia, they have victually ao domestic oil’ raou(ccs to
fall back on. Morcover. despite their modést improve-
ment {n growth rates in (983 and improved tradc™
balance the past two ycars, L East European coun-
trics have little prospect for purcirasing su'bs\amia\'
additional oil for domestic consumption for hard
currency. cither on the world o1l marke: or from the
Sovict Union. This limit 2cts as a constraint on Sovict
decisionmaker: '

In pursuing the ubjective of satislying their own hard
currency needs, the Soviets also can do little to affect
cither the world market prize for oil or Western oil
demand. Nor can they greatly affect these same
factors with respect to gas, which they hope will

- replace oil as the major carncr of forcign exchange

later in the decade. f the price for oil remains low,
they could try to incrcase the amount available for

.. export to hard currency purchasers by cutting exports

to Eastern Europe. The Sovicts oould also recxport oil
obtained at discrctionary prices as payment ta kind

“lronnaliy the Sanct Lnwn may be doeng the East Eucopeans 2
tavi by compclliag them 1o mon ¢ more Quickty Lo attempt

implcameniainen of the 1ype of program of cacrgy cvascrvation and
aubatitutne of LU by cwhee cacrgy torms that the S ==y w0 far have

Rad unls Fmacd wuss 6 on anplcmcntiag st bon

for carlicr deliverics of arms and cquipment as was
donc in 1982 and 1983 in the casc of Libya and, to 2
much lesser extent, Iran, Iraq. Saudi Arabia, ant
Syria, rather than by diverting oil from domestic
users. The kinds of decisions requiredto cxpand this
option would probably lcad the Sovicts to move morc
activcly to improve cconomic and political tics with
Middle East oil-producing countric: «

The Sovicts could also try to reducce their require-
ments for hard currency. For cxample, the current
development of domestic manufacturing capabilitics
based on French technology for the production of
decpwater drilling platforms should help moderate
hard currency requirements for the oil industry. The
Sovicts also may try to casc the burden on oil as a
source of hard currency by postponing or decreasing
some imports until the anticipated carnings from
cxports of natural gas are available or in the hope that
the market price of oil will begin to risc again,
perhaps by 1985

's

-atha‘x imports of oilficld cquipment
for sclectod projects that had been planacd for 1984
were being postponed.until 1985 10 conserve hard
currcncy. This option, however, is strongly affected by
requirements for agricultural imports, as weli as for
statc-of-the-art technology. cspecizlly for offshore 2x-
plora*ion and produciion, {ur which they remain
hcavily dependent on the West. The Sovicts also
might increasc cfforts to encourage Western partici-
pation in oil and other encrgy devclopment projects,
such as with the Norwegians in the Barents Sca and
the Japancsc in the Sca of Okhotsk. preferably on a
barter basis. Such a move probably would also provide
them with better aceess 1o Western technology and
financin;

In the long run, the question of whether the decision-
making process supports or hinders Sovict efforts to
achicve ol policy objectives will depend greatly on the
timing of cvents. If conditions dclcrioratc rapidly and
force the leadership 1o make 2 scries of disruptive
policy shifts, the Sovicts may wcll be unable to mect
their objectives. On the other hand. «f the lcadership
has adequatce time between problems for the system to
adjust 1o new conditions. thea the greatest strength of
the deaisionmaking process —1he ability 1o mobilize
rcsources —may prove decrst
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